Table of Contents| 1

Forex
Trading & Analysis

(India and International Markets)

PRAVIN KHETAN



Table of Contents| 2

Table of Contents
TADIE OF CONETENES ....eeteeiiere ettt ettt e s bt e s bt e st st e et e e b e e s bt e sbeesaeeeate et e esbeesaeesanenas 1
Chapter 1: FOrex Trading SCENAIIO .. ..uii it ceiee ettt erttee e ettt e e e sree e e e sbee e s s s bee e s ssabeeeessnbeeeeesnreeesessseeesssnsens 8
What is Forex / FX........... D e e e et e ——reeeeeeea———————reeeeeeaa—————eeeeeeaaa b ————tteeeeaaa b —arrereseeaaabarrreeeeesaans 8
What is Foreign EXChange Market? ......ooo ittt e e s st e e s sntae e e sanee 8
Y oL 1 a1V - [ = PR PUPOE 9
Trading OVer-the-CoUNTEr (OTC) ....uuiiiciiieeeiieieeeciee e e ecite e e e ctee e e e tee e e esabaeeesaabaeee s naaeeesansaeeesansseeesanssenenas 9
BT T =g o T=Tol a =T a1 o U UUSURROY 11
Forex Market Players/PartiCiPants .....c.ccceccueecieeiieeieeciee et ete e este e s e e staesveebeeebeesbeesteessaesasesareenbeensens 12
Mechanism of Currency trading through Currency Dealers........ccccvevvcieeiiccieee e, 13
Trading Over-the-EXChange (OTE)......cccciieciie ettt ettt et e e tte e s te e e saae e sateesraeesareean 14
Trading Mechanism 0N @an EXCRANEE ......ooocuviiieicieee ettt e e et e e e e e ear e e e e areeas 14
2T o] =T 1= LTRSS 15
What are the Major CUITENCY PAiFS? ....ccccciiiiiciiee ettt e et e e tte e e e s tae e e eebae e e e ebeeeeeeabaeeeeenbteeeennsenas 16
What is US DOHAr INAEX (USDX)? ..ccuveeeeeeieeeeeireee ettt ceireeeeetreeeeetreeeeeareeeeesreeeseaseeesensseeesensreeesennseeas 18
How to read the Dollar INA@X (USDX)?....ueiiicreeiiieieeececreee e eeieee e eetree et e e eetaee e eetreeeeenbreeeeebeeeeenareeas 19
How is the currency Price determined?........ciiiiiiiie ittt e s e e et e e e s ara e e e saraeeesanes 20
LTV N o R = Yo [ o] = PSR 20
SEOCK VS, FOIEX. ettt ettt ettt et s bt e s bt e sat e st e st e et e e bt e beesaeesateeateenbeenbeesbeesaeesanenas 22
What all you Need 0 trade in FOrX? ...ccuuiiiiiiiieicciiie ettt ettt et e e ree e e abee e e st ee e e e abae e s enbeeeeenaneeas 22
TOOIS NEEAEM..... ..ottt st sttt et e b e s san e s bt et e bt e ne e s re e sae e et e e s 22
Chapter 2: BasiC Of FOreX Trading ...c..ceiiiciiieiiiiee ettt et ee e eeitee e sttt e e s stte e e s sbte e e s sbeeeeesbeaeessnseeeessnsneessnes 23
[ T (oY VoY o U =T o [ox Y 2SSOt 23
Bl (o] (o IS =T o F= Y o [0SR SEPROE 23
The Bretton WOOM SYSEEM .. .ueiiii it et e e e e e e e e e e e st e e e e e e e e sesanbaeeeeeesessaassseeneeaeeessnnsnnes 24
Fall Of Bretton WOO. ....c.oioiieieeeteeste ettt sttt et et e s sane e s ere s 25
Emergence of Floating Currency EXChange Rates........cccviiiiiieiiiciii et 26
WOTld FX Trading SESSIONS ..ccccuviiiieceiiieeccitee e ettt ettt e e te e e et e e e et e e e e s tbaeeessbaeesansbaeeeanseeesesseeesennsenns 27
B e 14770 T =111 o o TS SERRRt 28

iPlan Education | www.iplaneducation.com



Table of Contents| 3

Which pairs are good to trade during TOKYO SESSION?......c.uviiiiiiiiiiiiiieeeciiee et sriree e seree e esareee e 29
LONAON SESSION ittt ettt ettt ettt e s e ettt e st e s bt e e s bt e e bt e e saeeesabeeesabeesabeeeaateesabeeesabeesabeeeneeesaneeenns 29
Which pairs are good to trade during EUropean SESSIONT .......ccuviiiiciieiiiiiieeeeiiieeesrreeessvreeessaeeeeens 30
NEW YOTK SESSION c..eentieiieeite ettt ettt ettt et e bt e sh e e s aeesate s ab e e bt e b e abeesmeesmeeenseenneen 30
Which pairs are good to trade during NeW YOrk SESSION? ......ccccuviieeiiieiieiiiee e e eeree e eevree e esnveee e 30
SOME BESE TIMES 10 Trade: c..eeeiieiieiiieeie ettt ettt st sttt e b e s bt e st e eae e et e e sbeesaeesane e 31
SOME WOrSt TIMES t0 Trade: . .ueiiiiiieiiieiiee ettt ettt e st e st e s bt e s bt e e sbeeesabeesabeesneeesareeenns 31
MArKet PartiCiPants ....uueiiieiieie ittt ettt ettt e e s sttt e e s sbee e e s sbae e e e sbeeeessbeeeessstaeessstaeessasseeessnes 32
The INterbank Market: ... ...oo it e s e s e s sae e e sab e e sneeesaree s 32
FOPEX DBAIEIS: ...ttt h e st sttt e b e b e sbe e sae e s at e et e e sbeesheesaeesanesabeebeebeenes 33
BIOKEIS: ..ttt ettt et h e b sttt e b e b e e bt e eh et sh ettt et e et e e ehe e eheesaeeeabe e be e beennes 34

[ L= F= 0T 3 PP 35

Y o 1T ol U1 = o 3 USRS 35
FAN g oL - Yo TU | PP PPP 35
WAt 08 SWIFT ..ttt ettt et et b e s bt e s b et sa e et e e abe e bt e sheesabesabeeabe e beeabeeemeeeneeeneean 36
Chapter 3: The regulatory frame WOTK ...t e e et e e e et e e e e e ataeeeeanes 37
Regulatory Frame work in the United States......c.eieicciiiei ittt tree e et e e e earaee e eanes 37
TRE US FEA .ttt st st et e e e bt e s bt e s bt e sae e st e e bt e b e e b e e beesmeeeneeenneen 37
NFA : National FUtUres ASSOCIAtION.......cccueriiriiiiieieeteeriee ettt 39
CFTC: Commodity Futures Trading CoOmMMISSION.......uuiiiiiiieeeciiree e cciee e ceree e esree e s ree e e abre e s e abree e e sareeas 39
Regulatory FrameWork in INdia........ooiei ittt e e e et e e e e bt e e e e ebre e e e enreeeeeanes 40
(2021 O 1 o L= TR 40
Interest rates and Reserve ratios controlled by the Central Banks .........ccccccoueeeeeiiieeecciiee e, 41
Security Contract Regulation Act, [SCRA, 1956] .....c.uuiiiiiiiiieieiiiieeeireeeesiiee e esree e e sree e e s abee e s essbaee s esaseeas 43
Foreign Exchange Management ACt, 1999 .....coo i iiiiiee ettt e e st e e s e sata e e s satae e s sareeeesanes 44
Chapter 4: Forex Terminology - Trading FX .......eiiiiciiiiiciieeccieee ettt e s tre e e st e e s svtae e s svtaeeesntaeeesanes 46
FOIEX TRIMNS ettt ettt ettt e e st e e s e r e e e s e b e e e e s e b e e e e s eme e e e s aaneeeesaareneesaareneesaaneneessanen 46
(O [ =T (oY A o |1 T 46
Y/ T = TaTe I ¥/ 1 Ta Yo gl ol U o o =T o Yol =TSRSS 46

2T RT3 ol U] = o (o] TN 46
QUUOTE CUITEINCY ieieeeeeieieeeeeeeeeeeeeeeeeeeeeeeeeeseseeeeesesasasasasssasssssssssssssssssssssssssssassssssssssssssesssesssssesesssssesesssenns 47

iPlan Education | www.iplaneducation.com



Table of Contents| 4

CrOSS CUITENCY ieieeeeeeeeee e e e e e e e e e e e e e e e s e e e e e e e s e s e e e e e e e s e s e s eaaaaaaaaaaaaaaasasasasasaaasasesasesasesesasesesesasasasaneneeenenns 47

[ (o) [oll G181 o TV PP PP OUPTPPPPTTIN 48
2110 BN T o T B oL T SRR 48
(o) o]l To 1Y 1 o 157 2= SN 53
LNV =T Y oL 53
1Y T =1 N 54
(0] 1 [0 =T TP PUPTO PP 56
Price LImMIts CirCUILS FIlEOI...eoiiiieiie ittt ettt e st e e st e s b e e neeesaneeesanes 57
Bid and Ask : When trading on Currency future on EXChanges .......cccoecveeiiviiiereiniieee e eseee e 58
TraNSACTION COST....iiiiiiiiii ittt 58
Calculating Profit & LOSS 0N CUITENCY PAIIS ......ueieiiiiieeeciiie e ettt e e et e e ectte e e e etteeesetteeessntaeesentaeaeennes 59

(O T oY T T D 1T 5 V- 4 VY PRSPPIt 61
FOPWAIA CONEIACE ...eiiiiiieiiteiiie ettt ettt e s e et e st esbe e e st e e sabeessbbeesabeeesabeesabeesnteesabeeenanes 61
Limitations of FOrward CONEIractt.......cueeeueeiiiiiiiieeiee ettt sttt et et e st e st e sbeeesanes 62
O8] g =T o (ol ¥ (8] - 00T 4] o - [ A PR STPTPROP 62
Pricing of future contract —Interest Rate Parity........cccccoeieeiiiei e e 63
OPEN INTErEST AN VOIUME. ... .ttt e e et e e e e bte e e s ebtaeeeeabteeeesantaeaesnnes 65
Difference between FOrward and FUTUIE .........cocuiiiiiiieiiiieeeee ettt 66
FAXololo 18 [ o ] o = PP PP P PP 68
ENEIIS i s s s 68
L) G [o] T o] o I o] o) 1 4SRRI 68
Trade Performance and RECOIAS ......cc.eoiuiiiiiiiiiieeieestee ettt sttt s sttt as 68
Day 6: Opening a FOrex Trading @CCOUNT ..........uuiiiiiieiiiccitiee e et e e e eesareee e e e e e s s eeaereaeee e e e s esnannranneeens 70
ACCOUNT TYPE it e e ettt et et et et et et e e et e e e e et e e e e e e e e e e et e e e e eeseaeeeaeeeaeeeaeeeeeeeeeeeesesenenes 70
Choosing a broker in INdian IMArket .........ueiiiiiiiiicce e e e e e abee e s e sabeeas 70
Choosing a Broker (Dealer or ECN) in International Market ...........ccccveeeereeeieeeiiee e eeree e 72
DT 1T TSP P RO PPP TR 72
L] TP PP PP OUPTPUPPPTTON 72
ECN VS. DAIEr NEEWOIK ...ttt e s e e sanes 73
NO DEAIING DESK BIOKET ...eieietieee ettt ettt e e e e e s et e e e s et ae e e e sabe e e s ennbaeeeesaseeeeenarenas 74
LiSt SOME FOrEX BrOKEIS/DEAIEIS ...eeeiiereeiieeeeie ettt ettt ettt e e ettt e s ssateeesssateeesssaaseessssbeeessssseeesssreeessanes 76

iPlan Education | www.iplaneducation.com



Table of Contents| 5

Chapter 7: Using online trading platforms.........ooi it e e 81
L0 o [T T PP PP PPPPPPRTOUOTUPRINS 81
IMEAFKET OFAEI ..ttt et sttt e s e e s bt e e s abe e s abe e e abeesabeeesaseesabeesneeesaneeesanes 81
(7031 @ o 1= OO P PRSPPSO 81

] o] o] Lo 13 @ e 1T R 82
BN T LT o] o] fo T @ o [T PSR 83
COMDBINATION OFABI ...iiiiiieee ettt et s e e sbe e e s bt e e sab e e s abeesbeeesabeesabeeesnreesaneeesanes 84
CONFIMMATION 1.ttt ettt e st e st e e sbt e e s bt e e sab e e sabeesmeeesabeesabeeenteesaneeesanes 86

1) g o o ol U 1 A (1YL PP 86
MetaTrader 4 : SNOMTCUL KEYS ..ooiiiiiei ettt tte e e e tee e e e etae e e e bae e e e eabe e e e eenbaeeeennbeeeeenarenas 86
(018 ]|\ I s To T o (ol 1 Al =1 2 USRS 89
Chapter 8: Trading 0n ECONOMIC INAICAtOrS.....uuiiiiiciiiei ittt e e eete e e s saeae e e snreeeesanes 92
Three Attributes of ECONOMIC INAICAtOrS ......eiiiiiiiiieeie ettt st s 92
TaToltor 1o g 2 - Y =To oT a T T Y[ o] =43RN 92
Leading ECONOMICS INAEX: LEI ..c.eviiieiiieee ettt ettt e e e et e e e et e e e ebte e e e ebteeesenssaeaeenranasannes 93
TaTo [N Qo) I = 4T a T [ oo o= o] 3SR 93
Coincident ECONOMIC INAEX: CEL.....eiiuiiiiiiiiieieeieesiee ettt ettt sttt sbe e st e et e e beesaeesaee e 94
Market MOVING INAICATOIS. .. .uuiiiiiiie it e e e sbee e e e s sbee e e e sbteeeeebteeeesssaeeesnsseeessnnes 95
CCl — Consumer CoNfideNnCe INAEX ......cocuieuirriierieenieenee ettt sre e e e sane e 97
CPI — CONSUMET PriCe INAEX ...eiiieiiiiiieieeieeteeeeste ettt ettt sttt s s et esre e sreesane e 97
EMpPloyment SIEUAION REPOIT ..ccoeviiee ettt ettt e et e e e e ebee e e e eate e e e eeabaee e esabeeeeeeareeas 98
Federal Open Market Committee: FOMC MEETING .....cvvieeeiiieeeeeiiee ettt ettt e et e e e e e 98
GDP — Gross DOMESEIC PrOQUCT.......eeiiiiiiiieiiee ettt 99
PMI — PUrchasing Managers INAEX.....iiccuuiieiiiiieeieiieeeseciieee et e e e et e e e ette e e s ssateeeessataeessnseeessntaeessnnes 100
RELAIl SAIES DATQ...cciiiiiiiieie ettt s r e s s esane e 100
Trade BalanCe......eeieeiieiie ettt sttt ettt e sreesane e 101
50 To = SRR 101
HOW t0 Trade the NEWS .....oo ittt st st s e s e e st e e snr e e sareesmeeesareeeane 104
How does market reacts to the data release?..........cooei i 104
S0, What Way | SHOUIA trad@? .......coo ittt e et e s e aee e e s abe e e e s nta e e e e earaeas 104
Chapter 9: Traders Psychology & Money Management ........cccuveieiiiieieiiiieeeeiiee e sciree e ecere e e ssrre e e ssereeaens 106

iPlan Education | www.iplaneducation.com



Table of Contents| 6

Understanding trading pSYChOIOZY .......uviiiiiiiiiiiiie et e e s e e 106
Characteristics of SUCCESSTUI Traders.....c.uiiiiiiiiie et 107
D11 ol T o] N oY=l g T = e [T Y- U URRSR 108

REFEIENCES: . ettt et b e s he e s a e st s bt e bt e b e be e s bt e eae e et e et e e beenbeesheesarena 111

iPlan Education | www.iplaneducation.com



Table of Contents| 7
About the Author

Pravin Khetan is the Director at iPlan Education. He is a B.com and MBA in International Finance from
GITAM Institute of Foreign Trade. He has quality experience of training over 6000+ students. Students
included working professionals from over 89 top MNCs and top colleges like FMS, BITS-Pilani, IMT and
many more. He is also a corporate trainer. He is having over 7 years of experience in equity research,
value investing, derivative strategies, commodity and forex pricing. His core expertise is in risk
management and price discovery. A dynamic personality, having excellent understanding of behavioral
finance, he spends his leisure time as pro-trader and writing to various prominent blogs.

‘IF PAST HISTORY WAS ALL THERE WAS
TO THE GAME, THE RICHEST PEOPLE
WOULD BE LIBRARIANS.”

~ Warren Buffet

iPlan Education | www.iplaneducation.com



Chapter 1: Forex Trading Scenario| 8

Chapter 1: Forex Trading Scenario

What is Forex / FX...........7

Forex, FX or Foreign Exchange is the process of buying/selling or exchanging one currency with
another. These are traded or exchanged through a broker or bank in currency pairs for example
the Euro and the US Dollar (EUR/USD) and the Indian Rupee and US Dollar (INR/USD).

o,,\,,@%

§"’¢

What is Foreign Exchange Market?

The modern foreign exchange market began forming during the 1970s after three decades of
government restrictions after world war Il (the Bretton Woods system). After that countries
gradually switched to floating exchange rates from the previous fixed exchange rate. Currently
the Foreign Exchange market is the largest financial market with the average daily turnover of
around S5 trillion.

Even the largest stock market in the world, the New York Stock Exchange (NYSE) has an average
daily trade volume of about $22 billion.

Major trading participants in this market are central and commercial banks, corporations,
institutional investors (FlIs/Dlls), hedge funds and retail investors or private individuals like us.

Although forex trades are carried out all across the world, London has emerged as the biggest
geographic trading center and accounts for over 35% of all transactions.

Due to London’s dominance, a particular currency’s quoted price is usually the London market
price. Even the International Monetary Fund or IMF calculates the value of its special drawing
rights everyday by using the London market price at noon each day. While the main
trading centres for forex are New York and London,Tokyo, Hong Kong and Singapore are also
important centers
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Remember:

The currency market is over 200 times bigger! However, here's a catch! This huge $5 trillion trade
covers the entire world market. However, retail traders (we) trade in the spot market which is about
$1.50 trillion. Also, about 40% of trade volume comes from Forex derivatives. So, no doubt it’s bigger

than stock market but don’t make it a hype.

Spot Market

The spot market is also known as cash market, in which financial instruments, currency or
commodities are traded for immediate delivery. It distinguishes with a futures market in which
delivery is made at a later date in future. Usually the delivery of stock is made in T+2 days
(Trading +2 days) on various stock exchanges in a cash and carry (CNC) or spot trade.

Normally Spot market can be Over the Exchange or Over-the Counter (OTC).

Here, in table 1.1 we can compare the market turnover of various stock exchanges vs. forex
market.

Avg. Daily
Market turnover
Forex Spot (retail) $1.5 trillion
Forex spot+derivative
(world) S 5 trillion
New York Stock exchange $22.5 Billion
Tokyo Stock exchange $19 billion
London Stock Exchange $7.5 Billion
NSE, India $3.5 billion

Source: Respective Stock exchanges

Trading Over-the-counter (OTC)

In the OTC market, trade is based on contracts made directly between two parties and it is not
subjected to the rules of any exchange. The contract terms are agreed between both the
parties and it can be non-standard.

In OTC trade the prices are not available publically; it remains between both the parties.
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Financial instruments such as govt. bonds and currencies do not trade on a formal exchange
and are, therefore, also considered OTC securities. Most debt instruments are traded by
investment banks making markets for specific issues. If an investor wants to buy or sell a bond
or currency, he or she must call the bank or broker that deals in that bond/currency and asks
for quotes.

Note: OTC market exist around us, anything we buy in our day to day life in any near by market of
our house can be kind of OTC market. Example: a bank transaction, any commodity purchase.

However, there are organized OTC market also for stock, commodity or any other items. You can
find website of these markets.
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Trading mechanism
Here, to trade forex you don't need to go through a centralized exchange like the NSE or NYSE
with just one pricing. In the forex market, there is no single price that for a given currency at

any time, which means quotes from different currency dealers vary. So, we can say FX market
decentralized.

Decentralized Market

Reuters Machine S

){R

_-

ECN Broker

Retail Traders Market Maker
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Forex Market Players/Participants

We understood that forex market is decentralized. However, we can organize Forex market
players in below order. You can see the illustration shown below.

FX Market : Players of the Pyramid

Major Banks

Electronic Brokering Services (EBS) / Reuters
Dealing 3000-Spot Matching

Medium-sized and Small Banks

Retail Market Hedge funds and

Retail ECNs Commercial
Companies

Makers

Retail Traders

The major trading activity takes place in the interbank market. This is a network of the largest
global banks, the participants of this network trade directly with each other over phone or

online through the Electronic Brokering Services (EBS) or the Reuters Dealing 3000-Spot
Matching.

EBS and Reuters 3000 are the world’s two top most FX trading service platform provider. They
covers almost every major and minor currency pairs. All the banks that are part of the interbank
market can see the rates that each other is offering, but this doesn't necessarily mean that
anyone can make deals at those prices.

Next on the pyramid are the hedge funds, corporations, companies, retail market makers
(dealers) and ECNs. We'll discuss more on Dealers and ECN in later chapters. Their rates are
slightly higher and more expensive than those who are part of the interbank market.
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Retail traders stay at the foundation of the FX market as end consumer. We actually contribute
about one third of total trade turnover. However, we’ve very less control over the pricing.

Mechanism of Currency trading through Currency Dealers

Basically, there is no government body controls currency trades. Therefore, the traditional
safety nets like centralized exchanges, clearing houses, arbitration boards, do not exist.
Currency exchanges are simply made between Forex members based upon the credit
arrangements between them.

The main trading centers are New York and London, though Tokyo, Hong Kong and Singapore
are all important centers as well. Banks throughout the world participate. Currency trading
happens continuously throughout the day; as the Asian trading session ends, the European
session begins, followed by the North American session and then back to the Asian session,
excluding weekends.

Self-regulation works in currency trading because FX traders all compete and cooperate with
one another regularly, improper business practices are discouraged because it is in everyone's
best interest to trade fair.

However, a growing number of FX dealers in the United States are opting to join the NFA
(National Futures Association). When they join the NFA, dealers agree to abide by any
necessary arbitration arising from disputed trades. So if an investor is new to FX, then it is a
good idea to seek out only dealers that have opted to become members of the NFA.

No commission or brokerage

There are no charge/brokerage in Forex trading! This is possible because there are no brokers -
only FX dealers. So how do the traders make their money?

The dealer pockets the difference between the bid/ask spread. There is a difference between
the highest price that an investor is willing to pay when buying and the lowest price another
investor is willing to sell for - that difference is the bid/ask spread.

However, the Forex market tends to keep the bid/ask spread exceptionally low because of the
high volume of the market itself. In fact, the average bid/ask spread for the entire FX market is
less than 1%. For the individual investor, the absence of commissions is usually incentive
enough to enter the FX market.
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